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PCPS Community Bank Lender Survey / 1
EXECUTIVE SUMMARY
In a national survey of 311 community bank lending officers, the Private Companies 
Practice Section (PCPS) of the American Institute of CPAs found that:
o 60% of respondents are applying more stringent lending standards than one 
year ago, a higher percentage than that at larger banks, page 3
o About one in ten respondents have turned away credit-worthy borrowers, 
page 4
o Real estate and construction are most heavily avoided industries, page 5
o Lenders are split on underlying cause of credit slowdown, page 6
o Current economic downturn is perceived as less severe than ’80-’81 recession, 
page 7
o Credit availability is predicted to ease up by March 1992, page 8
o Respondents foresee drastic industry consolidation, page 9
o Deposit insurance reform will be top 1991 news story, page 10
o Senior management adequately supports lending function, page 11
o Only 11% of respondents require annual audited financial statements, page 12
o Most respondents think independent peer reviews improve the quality of a CPA 
firm’s work, page 15
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SURVEY METHODOLOGY
The Private Companies Practice Section (PCPS) is an association of 6,500 CPA firms 
that primarily serve private companies. It is part of the American Institute of CPAs, 
which has more than 300,000 individual members. This Community Bank Lender 
Survey is one example of how PCPS monitors key issues that affect privately held 
companies.
On February 27, 1991, PCPS mailed a four-page survey to senior lending officers at 
2,000 commercial banks nationwide. Bank names and validation of asset size were 
provided by R.L. Polk & Company of Nashville, Tennessee. A covering letter asked the 
survey respondents not to sign the completed form, thus ensuring anonymity. By March 
15, the response cut-off date, PCPS received 311 returned surveys, a 15.5% response 
rate.
The conclusions drawn in this report are based on the answers and comments of the 
survey respondents. Survey results were computer tabulated by Suburban Associates, 
an independent research data processing company in Ridgewood, New Jersey.
Suburban Associates has verified the survey’s accuracy at plus or minus eight percent at 
a 95% degree level of confidence. Percentages may not add up to a 100 due to "blank" 
and other responses.
When findings by region or bank asset size differ markedly from the national findings, 
the variance is noted.
Details about survey respondents are found on pages 17-20.
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SURVEY FINDINGS
THE LENDING ENVIRONMENT
Stricter Standards
Community bankers are tightening lending standards for their small business customers. 
To find out the extent of the credit crunch, PCPS asked loan officers, ”In general, with 
smaller customers, is your bank applying more stringent standards than one year ago?” 
Fully 60% of the respondents answered "yes," as indicated below:
Applying More Stringent Standards with Smaller Customers?
Yes 60%
No 40
This is significant in light of the fact that a January 1991 study by the Federal Reserve 
Board found that only one-third of the banking executives at larger banks queried said 
they had tightened their credit standards at least "somewhat" in the past three months. 
(FORTUNE, 4/8/91)
When asked what measures their bank is currently taking, respondents indicated that 
they were:
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Yes No
Demanding more collateral 65% 31%
Employing more restrictive covenants 59 37
Requiring more personal guarantees 54 43
Approving increased lines of credit 65 30
Eliminating/reducing current lines 33 61
Raising rates 17 80
Community banks are taking stricter measures, but rather than reducing credit lines or 
raising rates, they are demanding more guarantees from their small business customers- 
perhaps to ensure some financial cushion should these businesses hit bumpy roads 
ahead.
Turning Away Credit-Worthy Borrowers
Almost one in ten of the respondents (9%) indicated that they were turning away 
credit-worthy borrowers. Of those bankers that said they were turning borrowers away, 
48% said that small business customers who were turned away were getting funding 
from other sources, 38% said they were postponing planned borrowing and 17% said 
they were reducing planned borrowing. The most-cited alternative sources included 
other banks (21%) and private lenders (21%).
Early Warning Signs of Problem Loans
When asked to identify the early warning signs of a problem loan, nearly 55% of the 
respondents said "Delinquency or late/past due payments" was the best indicator.
"Delay in financial statements/information" was mentioned by 29% of the respondents.
PCPS Community Bank Lender Survey / 5
Avoiding Risky Industries
Risk-based capital guidelines and poor loan performance could lead smaller banks to 
avoid certain industries. About two-thirds of the survey respondents said they were 
avoiding at least one industry because of its lending risk.
Following is the percentage of respondents who indicated they were avoiding specific 
industries:
Industries Avoiding Because O f Their Lending Risk
Real Estate 26%
Construction 24
Retailers 16
Energy Services/Waste Management 16 
Farming/Agriculture 15
Leasing 12
Transportation/Distribution 8
Media 5
Heavy Manufacturing 5
Light Manufacturing/Assembly 3
Insurance 2
Wholesalers 2
Healthcare/Medical 1
Professional Services 1
Other 9
No Response (none) 37
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Regional differences were most apparent in construction. Fully 50% of Northeastern 
respondents said they were avoiding this industry, compared with only 16% of 
Midwestern respondents:
Lenders Avoiding Specific Industries: By Region
NE SE MW SW W
Construction 50% 25% 16% 24% 28%
Real Estate 39 21 21 29 31
The Credit Slowdown: What’s the Problem?
Conjecture surrounds the underlying cause of the credit slowdown. When asked to 
chose between two oft-cited reasons, respondents were fairly evenly split:
Reason for Credit Slowdown: By Region
NE SE MW SW W
People borrowing less because of
recessionary fears 50% 65% 62% 36% 52%
Banks lending less because of
excessive regulation 54 42 25 62 52
Other 14 19 22 19 17
No Response 0 0 4 3 0
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THE ECONOMY AND BANKING
In general, community bank lenders expressed optimism about the economy’s overall 
health. When asked to compare the current economic slowdown with the ’80-81 
recession, approximately two-thirds said they expected it to be less severe:
Comparison o f Current Economic Slowdown with '80-81 Recession
Less Severe 66%
More Severe 18
About the Same 13
Don’t Know 3
No Response 1
However, the results differ markedly by bank location, indicating the effects of regional 
economic circumstances. Nearly 80% of Midwestern respondents believe that the 
recession will be less severe, while only about 40% of Northeastern respondents think 
so:
Comparison o f Current Economic Slowdown with *80-81 Recession: By Region
NE SE MW SW W
Less Severe 39% 60% 78% 59% 66%
More Severe 43 27 9 19 21
About the Same 18 10 11 17 10
Don’t Know/No Response 0 4 3 5 3
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Credit Availability
Measured optimism was also apparent in respondents’ views about credit availability. 
As shown below, when asked in March 1991 when they thought credit availability will 
ease up, more than one-third of the respondents said six months or less (September 
1991):
Credit Availability to Ease Up
6 months or less 35%
6 -1 2  months 33
12 - 18 months 20
1 8 -2 4  months 5
More than 24 months 4
No Response 4
As bank asset size increases, so does pessimism. Banks with assets of greater than $200 
million were more likely to say it would take 12-18 months for credit availability to 
ease up (47%), compared with banks with assets of $50 to $100 million, only 18% of 
which indicated that it would take that long:
Credit Availability to Ease Up: By Bank Asset Size
$50-99.9mm $100-149.9mm $150-199.9mm $200mm+
6 months or less 37% 36% 25% 27%
6 - 12 months 31 33 47 20
12 - 18 months 18 21 17 47
1 8 -2 4  months 5 6 3 0
More than 24 months 6 1 3 7
No Response 4 3 6 0
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Number of Banks by 2000
Consolidation marks the banking industry. To determine how drastic community 
bankers think the shakeout will be, PCPS asked, "There are now approximately 13,000 
commercial banks in this country and economists predict industry consolidation. How 
would you complete the following statement: "By the year 2000, I predict there will be
_________ commercial banks in the U.S.”' As shown below, two out of five bankers think
the industry will shrink to two-thirds its current size:
Number o f Banks by Year 2000
4,000 or fewer 7%
4,001 - 6,000 9
6,001 - 8,000 18
8,001 - 10,000 42
10,001 - 12,000 13
12,001 - 14,000 3
Same/No change 0
Less (unspecified) 3
No Response 6
Other mentions 1
Banks in the Northeast were much more likely than those in other regions to predict 
there would be fewer than 4,000 banks by the century’s end (18%). Only 6%, 6%, 7% 
and 3% of respondents from the Southeast, Midwest, Southwest and West, respectively, 
predicted so severe a shakeout.
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Number o f Banks by Year 2000: By Region
NE SE MW sw W
4,000 or fewer 18% 6% 6% 7% 3%
4,001 - 6,000 11 10 6 11 17
6,001 - 8,000 11 20 19 19 13
8,001 - 10,000 28 49 43 40 48
10,001 - 12,000 22 8 17 9 7
12,001 - 14,000 0 6 3 0 3
Same/No change 4 0 0 0 0
Less (unspecified) 4 0 4 3 3
No Response 4 4 4 10 0
Other mentions 0 0 0 2 3
Top Three Banking Stories of 1991
Community bankers anticipate major deposit insurance change in the coming year; 
more than one-third of the respondents cited "FDIC changes" as the top story of 1991 
To gauge what factors these community bankers think will drive the industry, 
respondents were asked to predict this year's top three banking stories:
Top Three Banking Stories
FDIC changes
% indicating
#1, 2 or 3 story
78%
% indicating
#1 story
36%
Weakness in money center banks 51 8
Bank failures 40 11
Mergers 19 2
Reregulation 18 4
Deregulation 17 4
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While the selection of "FDIC changes" as the top story of 1991 was fairly consistent 
nationwide, there were pronounced geographic differences for stories on "Weakness in 
money center banks" and "Bank failures," as follows:
Percentage o f Respondents Indicating Top 1, 2 or 3 Story: By Region
NE SE MW SW W
Weakness in money
Center banks 25% 44% 55% 60% 59%
Bank failures 68 46 40 24 38%
Although banks in the Northeast maintain confidence in the money center banks, they 
are far more pessimistic about the survival of banks overall. Likewise, banks in the 
Southwest and West, especially, are concerned about money center banks but are not as 
fearful about the future of smaller institutions.
Senior Management Support
Senior management wins praise from small business lenders. As shown below, a large 
majority of the respondents were satisfied with the functional support they receive. The 
following are the percentages of the respondents indicating "yes" to the question, "Does 
senior management at your bank provide your department with adequate support in the 
following areas?"
PCPS Community Bank Lender Survey / 12
Realistic paperwork deadlines 88%
Flexible lending criteria 86
Staff size 84
Administrative/clerical help 81
Computers/technology 80
Amount of time allowed to spend
with customers 79
Advertising & Promotion 65
Research 51
As shown, "Research" and "Advertising & Promotion" received the lowest percentage of 
"yes" responses.
ABOUT FINANCIAL STATEMENTS
According to these bankers, financial statements serve their purpose -- providing lenders 
with valuable information about their customers. About 70% of the respondents said 
they get the relevant information they need from conventional financial statements.
Relevant Information from Conventional Financial Statements? 
Yes 71%
No 27
No Response 2
Types of Financials
Only about one in ten respondents (11%) require commercial borrowers to provide 
annual audited financial statements. When asked to cite criteria used for requiring 
audits, the most mentioned response was size of loan/line of credit (30%).
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Criteria for Requiring Annual Audited Financial Statements
Size of loan 30%
Loans/Debts over $500,000 8
Complexity/Type of industry or business 8
Loans/Debts over $1 million 6
Don’t require audited financial statements 7
Case by case basis 5
Size of company borrower 5
Loans/Debt over $200,000 5
Type of collateral 5
In answering this question, respondents were quick to point out the often-prohibitive 
cost of financials for their small business customers. Said one banker from Madison, 
Wisconsin, ’’Most of our borrowers are farmers and cannot afford audited statements. 
And, while some of our larger customers supply us with audited statements, the smaller 
ones just cannot justify the expense." From Pocahontas, Arkansas: "Big-city 
requirements for the vast majority of CPAs’ work is overkill for our needs and our 
customers’ pocketbooks."
The majority of small business borrowers submit annual unaudited financial statements, 
In fact, more than half the bankers say 90% of their customers submit unaudited 
statements, as follows:
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Percentage of Banks Receiving Unaudited Financials From Borrowers
1 - 9% of borrowers 3%
10 - 49% of borrowers 
50 - 69% of borrowers 
70 - 79% of borrowers 
80 - 89% of borrowers 
90 - 100% of borrowers 
No Response
14
12
54
6
7
5
Non-GAAP Financials
With the growing complexity of GAAP (Generally Accepted Accounting Principles), 
some small businesses prepare their financials using non-GAAP methods -  cash-basis or 
tax-basis. Cash-basis financials recognize only cash transactions; tax-basis financials are 
prepared using the same methods as those used for income tax returns.
As shown, almost three-quarters of the lenders (73%) said some of their customers 
submit non-GAAP annual financials:
Percentage o f Banks Receiving Non-GAAP Financial From Commercial Borrowers
0% of borrowers 4%
1 - 9% of borrowers 10 
10 - 19% of borrowers 16 
20 - 29% of borrowers 12 
30 - 59% of borrowers 15 
60 - 89% of borrowers 8 
90 - 100% of borrowers 12
No Response 22
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CPA’s Report
One in five of the lenders surveyed require commercial borrowers to provide annual 
financial statements accompanied by a CPA’s report; 79% do not.
Require CPA’s Report with Annual Financial Statements?
Yes 20%
No 79
No Response 1
Of the criteria cited for requiring a CPA’s report with an annual financial statement, the 
most mentioned response was larger loans/lines of credit (24%).
Peer Review
Community bank lenders are clearly confident of the value of peer review, the 
cornerstone of the accounting profession’s self-regulatory program. Similar to an audit, 
peer review is an independent evaluation by a group of specially trained CPAs to 
determine if a firm’s quality control system conforms to the published professional 
standards. A majority of respondents think independent peer reviews improve the 
quality of a particular CPA firm’s work, as follows:
Do Independent Peer Reviews Improve Quality o f CPA Firm’s Work?
Yes 56%
No 9
Don’t Know 32
No Response 3
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In write-in remarks, however, respondents noted areas for improvement. Said one 
banker from Camden, South Carolina, ’’Increasing the quality of financial reports is a 
constant struggle for banks. Also, we see many small business owners who cannot read 
and understand their statements, much less use them for management decisions." Said 
another from Wassau, Wisconsin, "Accounting firms need to provide more service as a
resource.
PCPS Community Bank Lender Survey / 17
RESPONDENT DATA
Geography
The respondents were grouped by region as indicated in the following map:
Respondents were distributed across the country, as follows:
Location o f Banks Responding
Northeast: 9%
Southeast: 17
Midwest: 37
Southwest: 19
West: 9
No Answer: 10
Bank Asset Size
Respondents were asked to specify their bank’s total asset size. As shown below, 93% 
of the respondents were employed by banks with assets of at least $50 but under $200
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million. Approximately 84% of the respondents were from banks with assets under 
$150 million:
Asset Size o f Banks Surveyed
Below $50 million 2%
$50 million but under $100 million 53 
$150 million but under $200 million 12 
$200 million and above 5
Respondent Title
Close to two-thirds of the respondents (65%) hold the title Senior or Executive Vice 
President. An additional 18% are Presidents of their bank, while 8% are Assistant Vice 
Presidents:
Respondent Title
CEO 2%
President 18
Senior/Executive Vice President 65
Assistant Vice President 8
Other/No response 5
Loan Officer 2
Geographic Territory
To verify that the banks surveyed were local or community banks, PCPS asked 
respondents to specify which geographic territory they covered. More than two-thirds 
of the respondents stated "county," as follows:
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Geographic Territory
City/Local Area 38%
County 68
State 2
Region 6
No Response 1
Number of Customers Responsible For
Nearly one-quarter of the respondents left this question blank. Of those that answered, 
50% indicated that they were responsible for 200 customers or fewer. Only 8% were 
responsible for more than 500 customers.
Customers Responsible For
50 or fewer 17%
51 - 100 16
101 - 200 17
201 - 300 9
301 - 400 4
401 - 500 4
501 - 1,000 5
1,000+ 3
No Response 22
Average Annual Revenue of Customers
In response to the question, "What are the approximate average annual revenues of 
your customers?," 61% of the respondents said below $1 million. More than 90% 
indicated that their customers average less than $5 million per year, as follows:
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Customers' Average Annual Revenue
Below $1 million 61%
$1 million but under $5 million 30
$5 million but under $10 million 5
$10 million but under $15 million 2
$15 million and above 2
No Response 4
Definition of Small Business
When asked to define what their bank considered "small business" in terms of annual 
revenues, 64% of the respondents said below $1 million, while another 24% said below 
$5 million. These results are consistent with the estimated annual revenues of these 
respondents’ customers.
Definition of Small Business
Below $1 million 64%
Below $5 million 24
Below $10 million 7
Below $15 million 2
No Response 1
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ABOUT THE AICPA PRIVATE COMPANIES PRACTICE SECTION
The Private Companies Practice Section (PCPS) is an association of 6,500 CPA firms 
that primarily serve private companies. It is part of the American Institute of CPAs, the 
national professional association of CPAs, which has more than 300,000 individual 
members.
As one condition of membership in PCPS, firms participate in a demanding quality 
control program which includes a "peer review” of their accounting and auditing 
practice every three years, the results of which are available to the public.
Like an audit, a peer review is an independent evaluation by a group of specially 
trained CPAs to determine if a firm’s quality control system conforms to stringent 
professional standards. In addition to peer review, all the professionals in a member 
firm must have an average of at least 40 hours of continuing professional education 
every year.
PCPS firms work hard to stay up-to-date in the profession, and their peer review results 
demonstrate the quality of their accounting and auditing services.
The 1991 Community Bank Lender Survey is part of a continuing effort by PCPS and its 
members to monitor key issues that effect small and privately held companies.
For more information about PCPS, call David Handrich, PCPS Technical Manager, at 
212/575-6359. For additional survey information, please contact Lori Colaccio at 
212/840-1661.
Division for CPA Firms 1211 Avenue of the Americas
New York. N.Y. 10036-8775
American Institute of Certified Public Accountants (212) 575-6200
SURVEY OF SMALL BUSINESS LENDERS
Private Companies Practice Section 
American Institute of CPAs
About Your Bank and Your Function
1. How large is your bank in total assets?
□  Below $50 million
□  $50 million but under $100 million
□  $100 million but under $150 million
□  $150 million but under $200 million
□  $200 million and above
2. What is your tit le ? ___________________________________________
3. What geographic territory do you cover?
□  City/Local Area
□  County
□  State
□  Region
4. How many customers are you personally responsible fo r? _______________
5. What are their approximate average annual revenues?
□  Below $1 million
□  $1 million but under $5 million
□  $5 million but under $10 million
□  $10 million but under $15 million
□  $15 million and above
6. What does your bank consider to be the definition of small business, in terms of annual revenues?
□  Below $1 million
□  Below $5 million
□  Below $10 million
□  Below $15 million
□  O the r__________________________________
(specify)
In your opinion, does senior management at your bank provide your department with adequate support in the 
following areas:
Yes
a. Staff size □
b. Administrative/clerical help □
c. Amount of time allowed to spend with customers □
d. Realistic paperwork deadlines □
e. Computers/technology □
f. Flexible lending criteria □
g. Research □
h. Advertising & promotion □
i. O the r_____________________________________  □
(specify)
No
□
□
□
□
□
□
□
□
□
7
The Economy and Banking
8. How do you think the current economic slowdown will compare to the 1980-81 recession?
□  Less severe 
More severe
□  About the same
□  Don’t know
9. When do you think credit availability will ease up?
□  6 months or less
□  6 — 12 months
□  12 — 18 months
□  18 — 24 months
□  More than 24 months
10. There are now approximately 13,000 banks in this country and economists predict industry consolidation. How would 
you complete the following statement:
“ By the year 2000, I predict there will b e _______________commercial banks in the U.S.”
11. In your opinion, which will be the top three banking news stories in 1991? (rank 1, 2 and 3)
___ Mergers
___ Takeovers
___ Reregulation
___ Deregulation/breaking down Glass-Steagall
___ Surging interest rates
___ Layoffs/downsizing
___ FDIC changes
___ Credit tightening
___ Bank failures
___ Product/service innovations
___ Weakness in money center banks
___ O ther__________________________________
(specify)
About the Lending Environment
12. In general, with smaller customers, is your bank applying more stringent standards than one year ago? 
Yes □  No □
13. Are you currently:
Approving increased lines of credit?
Eliminating/reducing current lines?
Raising rates?
Employing more restrictive covenants?
Requiring more personal guarantees?
Demanding more collateral?
O ther_______________________________________
(specify)
Yes
□
□
□
□
□
□
□
No
□
□
□
□
□
□
□
14. In your opinion, what is the overriding reason for the credit slowdown?
□  People are borrowing less because of recessionary fears.
□  Banks are lending less because of excessive regulation.
□  O ther_____________________________________________
(specify)
15. In your opinion, is your bank turning away many creditworthy borrowers? Yes □  No □ 
If yes, are most of these companies: (check one only)
□  Getting funding from other sources?
If so, where?_______________________________________________
□  Reducing planned borrowing?
□  Postponing planned borrowing?
□  Cancelling planned borrowing?
16. Is your bank avoiding certain industries because of their lending risk? If so, which one(s)? (check all that apply)
□  Light manufacturing/assembly
□  Heavy manufacturing
□  Wholesalers
□  Retailers
□  Transportation / Distribution
□  Real estate
□  Insurance
□  Media
□  Construction
□  Farming / Agricultural
□  Energy services / Waste management
□  Professional services (e.g. law, advertising, architecture)
□  Healthcare I Medical
□  Leasing
□  O ther___________________________________________
(specify)
17. What are your best early-warning sign(s) that a loan is about to become a problem loan?____________________
About Financial Statements
18. In general, do you get the relevant information you need from conventional financial statements?
Yes□  No□
19. a. Do you require all your commercial borrowers to provide annual audited financial statements?
Yes□  No□
b. If no, what are your criteria for requiring audits?
c. What percentage of your commercial borrowers submit annual unaudited financial statements?_________ %
20. a. Do you require all your commercial borrowers to provide annual financial statements that are accompanied by a 
CPA’s report?
Yes □  No□
(over, please)
b. If no, what are your criteria for requiring a CPA’s report?
c. What percentage of your commercial borrowers submit annual financial statements that are not accompanied 
by a CPA’s report?_______________°/o
21. What percentage of your commercial borrowers submit non-GAAP annual financial statements (tax basis or cash basis)?
_________________ °/o
22. Do you believe that independent peer reviews can improve the quality of a particular CPA firm’s work?
□  Yes
□  No
□  Don’t know
Please feel free to comment on any question(s) asked in this survey:
Thank you. Please return this survey in the enclosed stamped envelope or mail to:
AICPA Private Companies Practice Section 
c/o Bliss, Barefoot & Associates 
500 Fifth Avenue, Suite 935 
New York, NY 10110
